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(ii) The plan of the S Corporation does not
satisfy the requirements of section
411(b)(1)(A) and paragraph (b)(1) of this sec-
tion because the accrued benefit under the
plan at some point will be less than the ac-
crued benefit required under section
411(b)(1)(A) and paragraph (b)(1) of this sec-
tion (i.e., 3 percent × normal retirement ben-
efit × years of participation).

(iii) The plan of the S Corporation does
satisfy the requirements of section
411(b)(1)(B) and paragraph (b)(2) of this sec-
tion because the rate of benefit accrual is
equal in each of the first 25 years of service
and the rate decreases thereafter.

(iv) The plan of the S Corporation does sat-
isfy the requirements of section 411(b)(1)(C)
and paragraph (b)(3) of this section because
the accrued benefit under the plan will equal
or exceed the normal retirement benefit
multiplied by the fraction described in para-
graph (b)(3)(i) of this section.

(Sec. 411 (88 Stat. 901; 26 U.S.C. 411))

[T.D. 7501, 42 FR 42334, Aug. 23, 1977]

§ 1.411(c)–1 Allocation of accrued bene-
fits between employer and em-
ployee contributions.

(a) Accrued benefit derived from em-
ployer contributions. For purposes of
section 411 and the regulations there-
under, under section 411(c)(1), an em-
ployee’s accrued benefit derived from
employer contributions under a plan as
of any applicable date is the excess, if
any, of—

(1) The total accrued benefit under
the plan provided for the employee as
of such date, over

(2) The accrued benefit provided for
the employee, derived from contribu-
tions made by the employee under the
plan as of such date.

For computation of accrued benefit
derived from employee contributions
to a defined contribution plan or from
voluntary employee contributions to a
defined benefit plan, see paragraph (b)
of this section. For computation of ac-
crued benefit derived from mandatory
employee contributions to a defined
benefit plan, see paragraph (c) of this
section.

(b) Accrued benefit derived from em-
ployee contribution to defined contribu-
tion plan, etc. For purposes of section
411 and the regulations thereunder,
under section 411(c)(2)(A) the accrued
benefit derived from employee con-
tributions to a defined contribution
plan is determined under paragraph (b)

(1) or (2) of this section, whichever ap-
plies. Under section 411(d)(5), the ac-
crued benefit derived from voluntary
employee contributions to a defined
benefit plan is determined under para-
graph (b)(1) of this section.

(1) Separate accounts maintained. If a
separate account is maintained with
respect to an employee’s contributions
and all income, expenses, gains, and
losses attributable thereto, the accrued
benefit determined under this subpara-
graph as of any applicable date is the
balance of such account as of such
date.

(2) Separate accounts not maintained. If
a separate account is not maintained
with respect to an employee’s contribu-
tions and the income, expenses, gains,
and losses attributable thereto, the ac-
crued benefit determined under this
subparagraph is the employee’s total
accrued benefit determined under the
plan multiplied by a fraction—

(i) The numerator of which is the
total amount of the employee’s con-
tributions under the plan less with-
drawals, and

(ii) The denominator of which is the
sum of (A) the amount described in
paragraph (b)(2)(i) of this section, and
(B) the total contributions made under
the plan by the employer on behalf of
the employee less withdrawals.
For purposes of this subparagraph, con-
tributions include all amounts which
are contributed to the plan even if such
amounts are used to provide ancillary
benefits, such as incidental life insur-
ance, health insurance, or death bene-
fits, and withdrawals include only
amounts distributed to the employee
and do not reflect the cost of any death
benefits under the plan.

(c) Accrued benefit derived from manda-
tory employee contributions to a defined
benefit plan—(1) General rule. In the
case of a defined benefit plan (as de-
fined in section 414(j)) the accrued ben-
efit derived from contributions made
by an employee under the plan as of
any applicable date is an annual ben-
efit, in the form of a single life annuity
(without ancillary benefits) com-
mencing at normal retirement age,
equal to the amount of the employee’s
accumulated contributions (deter-
mined under paragraph (c)(3) of this
section) multiplied by the appropriate
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conversion factor (determined under
paragraph (c)(2) of this section). Para-
graph (e) of this section provides rules
for actuarial adjustments where the
benefit is to be determined in a form
other than the form described in this
paragraph.

(2) Appropriate conversion factor. For
purposes of this paragraph, the term
‘‘appropriate conversion factor’’ means
the factor necessary to convert an
amount equal to the accumulated con-
tributions to a single life annuity
(without ancillary benefits) com-
mencing at normal retirement age and
shall be 10 percent for a normal retire-
ment age of 65 years. For other normal
retirement ages the appropriate con-
version factor shall be the factor as de-
termined by the Commissioner.

(3) Accumulated contributions. For pur-
poses of section 411(c) and this section,
the term ‘‘accumulated contributions’’
means the total of—

(i) All mandatory contributions made
by the employee (determined under
paragraph (c)(4) of this section),

(ii) Interest (if any) on such contribu-
tions, computed at the rate provided by
the plan to the end of the last plan
year to which section 411(a)(2) does not
apply (by reason of the applicable ef-
fective date), and

(iii) Interest on the sum of the
amounts determined under paragraphs
(c)(3)(i) and (ii) of this section com-
pounded annually at the rate of 5 per-
cent per annum from the beginning of
the first plan year to which section
411(a)(2) applies (by reason of the appli-
cable effective date) to the date on
which the employee would attain nor-
mal retirement age.
For example, if under section 1017 of
the Employee Retirement Income Se-
curity Act of 1974, section 411(a)(2) of
the Code applies for plan years begin-
ning after December 31, 1975, and for
plan years beginning before 1975, the
plan provided for 3 percent interest on
employee contributions, an employee’s
accumulated contributions would be
computed by crediting interest at the
rate provided by the plan (3 percent)
for plan years beginning before 1976 and
by crediting interest at the rate of 5
percent (or another rate prescribed
under section 411(c)(2)(D)) thereafter.
Section 1017 of the Employee Retire-

ment Income Security Act of 1974 and
§ 1.411(a)–2 provide the effective dates
for the application of section 411(a)(2).

(4) Mandatory contributions. For pur-
poses of section 411(c) and this section
the term ‘‘mandatory contributions’’
means amounts contributed to the plan
by the employee which are required as
a condition of his employment, as a
condition of his participation in the
plan, or as a condition of obtaining
benefits (or additional benefits) under
the plan attributable to employer con-
tributions. For example, if the benefit
derived from employer contributions
depends upon a specified level of em-
ployee contributions, employee con-
tributions up to that level would be
treated as mandatory contributions.
Mandatory contributions, otherwise
satisfying the requirements of this sub-
paragraph, include amounts contrib-
uted to the plan which are used to pro-
vide ancillary benefits such as inci-
dental life insurance, health insurance,
or death benefits.

(d) Limitation on accrued benefit. The
accrued benefit derived from manda-
tory employee contributions under a
defined benefit plan (determined under
paragraph (c) of this section) shall not
exceed the greater of—

(1) The accrued benefit of the em-
ployee under the plan, or

(2) The accrued benefit derived from
employee contributions determined
without regard to any interest under
section 411(c)(2)(C) (ii) and (iii) and
under paragraphs (c)(3) (ii) and (iii) of
this section.

(e) Actuarial adjustments for defined
benefit plans—(1) Accrued benefit. In the
case of a defined benefit plan (as de-
fined in section 414(j)) if an employee’s
accrued benefit is to be determined as
an amount other than an annual ben-
efit commencing at normal retirement
age, such benefit (determined under
section 411(c)(1) and paragraph (a) of
this section) shall be the actuarial
equivalent of such benefit, as deter-
mined by the Commissioner.

(2) Accrued benefit derived from em-
ployee contributions. In the case of a de-
fined benefit plan (as defined in section
414(j) if the accrued benefit derived
from mandatory contributions made by
an employee is to be determined with
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respect to a benefit other than an an-
nual benefit in the form of a single life
annuity (without ancillary benefits)
commencing at normal retirement age,
such benefit shall be the actuarial
equivalent of such benefit (determined
under section 411(c)(2)(B) and para-
graph (c) of this section) as determined
by the Commissioner.

(f) Suspension of benefits, etc.—(1) Sus-
pensions. No adjustment to an accrued
benefit is required on account of any
suspension of benefits if such suspen-
sion is permitted under section
203(a)(3)(B) of the Employee Retire-
ment Income Security Act of 1974 (88
Stat. 855) (Code section 411(a)(3)(B)).

(2) Employment after retirement. No ac-
tuarial adjustment to an accrued ben-
efit is required on account of employ-
ment after normal retirement age. For
example, if a plan with a normal retire-
ment age of 65 provides a benefit of $400
a month payable at age 65 the same
$400 benefit (with no upward adjust-
ment) could be paid to an employee
who retires at age 68.

(Sec. 411 (88 Stat. 901; 26 U.S.C. 411))

[T.D. 7501, 42 FR 42338, Aug. 23, 1977]

§ 1.411(d)–1 Coordination of vesting
and discrimination requirements.
[Reserved]

§ 1.411(d)–2 Termination or partial ter-
mination; discontinuance of con-
tributions.

(a) General rule—(1) Required non-
forfeitability. A plan is not a qualified
plan (and a trust forming a part of such
plan is not a qualified trust) unless the
plan provides that—

(i) Upon the termination or partial
termination of the plan, or

(ii) In addition, in the case of a plan
to which section 412 (relating to min-
imum funding standards) does not
apply, upon the complete discontinu-
ance of contributions under the plan,
the rights of each affected employee to
benefits accrued to the date of such
termination or partial termination (or,
in the case of a plan to which section
412 does not apply, discontinuance), to
the extent funded, or the rights of each
employee to the amounts credited to
his account at such time, are non-
forfeitable (within the meaning of
§ 1.411(a)–4.

(2) Required allocation. (i) A plan is
not a qualified plan (and a trust form-
ing a part of such plan is not a quali-
fied trust) unless the plan provides for
the allocation of any previously
unallocated funds to the employes cov-
ered by the plan upon the termination
or partial termination of the plan (or,
in the case of a plan to which section
412 does not apply, upon the complete
discontinuance of contributions under
the plan). Such provision may be incor-
porated in the plan at its inception or
by an amendment made prior to the
termination or partial termination of
the plan for the discontinuance of con-
tributions thereunder. In the case of a
defined contribution plan under which
unallocated forfeitures are held in a
suspense account in order to satisfy
the requirements of section 415, this
subdivision shall not require such plan
to provide for allocations from the sus-
pense account to the extent that such
allocations would result in annual ad-
ditions to participants’ accounts in ex-
cess of amounts permitted under sec-
tion 415 for the year for which such al-
locations would be made.

(ii) Any provision for the allocation
of unallocated funds which is found by
the Secretary of Labor or the Pension
Benefit Guaranty Corporation (which-
ever is appropriate) to satisfy the re-
quirements of section 4044 or section
403(d)(1) of the Employee Retirement
Income Security Act of 1974 is accept-
able if it specifies the method to be
used and does not conflict with the pro-
visions of section 401(a)(4) of the Inter-
nal Revenue Code of 1954 and the regu-
lations thereunder. Any allocation of
funds required by paragraph (1), (2), (3),
or (4)(A) of section 4044(a) of such Act
shall be deemed not to result in dis-
crimination prohibited by section
401(a)(4) of the Code (see, however,
paragraph (e) of this section). Notwith-
standing the preceding sentence, in the
case of a plan which establishes sub-
classes or categories pursuant to sec-
tion 4044(b)(6) of such Act, the alloca-
tion of funds by the use of such sub-
classes or categories shall not be
deemed not to result in discrimination
prohibited by the Code. The allocation
of unallocated funds may be in cash or
in the form of other benefits provided
under the plan. However, the allocation
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